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Financial  Highlights 


The  May  Department  Stores  Company  and  Subsidiaries 


(millions,  except  per  share) 

Fiscal  1978 

Fiscal  1977 

Increase 

Net  sales 

$2,567 

$2,258 

13.7% 

Earnings  from  continuing  operations 

$  93 

$  84 

10.7% 

Earnings  per  share  from  continuing  operations 

$  4.15 

$  3.72 

11.6% 

Net  earnings 

$  90 

$  84 

7.1% 

Net  earnings  per  share 

$  4.01 

$  3.71 

8.1% 

Dividends  per  share 

$  1.25 

$  1.15 

8.7% 

Return  on  stockholders’ investment 

14.3% 

14.5% 

The  May  Department  Stores  Company  is  one  of 
the  la  igest retai  lers  intheU nitedStates, operating 
170  stores  in  38  different  metropolitan  areas 
across  the  country,  18  regional  shopping  centers 
and  a  trading  stamp  company. 

Elevendepartmentstorecompanies.with  125 
stores  i  h  some  of  the  most  important  markets  in 
the  US.,  serve  more  than  36  million  customers. 
These  companies  are  all  leaders  in  their  respec¬ 
tive  communities  and  have  well-established  trade 
names:  May  Co.,  Califo rn ia ;  The  Hecht  Co., 
Washington-Baltimore;  Famous-Barr Co., St. 
Louis;  Kaufmann's,  Pittsburgh;  The  May  Co., 
Cleveland;  Meier  &  Frank,  Oregon;  G.  Fox  &  Co., 
Hartford;  The  M.  O'Neil  Co.,  Akron;  May-D&F, 
Colorado;  Strouss,  Youngstown;  and  May-Cohens, 
Florida. 

Venture  stores,  with  45  units,  serve  more 
than  11  million  customers  in  the  central  midwest. 
These  stores  present  an  “upscale”  discount  mer¬ 
chandising  strategy  offering  great  value  in  a  plea¬ 


sant  shopping  environment  with  a  well  balanced 
mix  of  apparel,  accessories,  home  furnishings 
and  basics.  The  emphasis  is  on  value  with  an- 
updated  approach  to  store  layout  and  design. 

Shopping  centers  are  another  important  ele¬ 
ment  of  the  Company’s  strategy.  Through  the 
ownership  and  operation  of  18  regional  centers, 
May  Shopping  Centers  has  contributed  signif¬ 
icantly  to  the  growth  of  the  Company  and  is  a 
substantial  contributor  of  earnings  and  cash  . 
flow. 

Eagle  Stamp  Company  is  the  second  oldest 
and  one  of  the  largest  and  most  successful  of 
the  tradi ng  stamp  companies  in  the  United  States. 
Eagle  Stamp  operates  in  St.  Louis,  Cleveland, 
Youngstown  and  Colorado  Springs.  Eaglestamps 
are  redeemable  at  May  department  store  com 
panies  in  these  areas  as  well  as  at  supermarkets 
and  thousands  of  other  participating  retailers. 
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To  Our  Stockholders: 


Sales  for  the  53  weeks  ending  February  3,  1979, 
were  $2,567  billion,  a  13.7%  increase  over  last 
year's  sales  of  $2,258  billion. 

On  a  52-week  basis,  1978  sales  increased; 
12.2%.  Excluding  the  contribution  of  new  stores, 
sales  were  up  5.5%  over  last  year, 

Net  earnings  reached  a  new  high  of  $90  mil¬ 
lion,  a  $6  million  increase  over  1977  net  earnings 
of  $84  million.  Earnings  per  share  increased  to 
$4.01,  an  8%  increase  over  last  year’s  $3.71. 

Included  in  1978  earnings  is  an  after-tax 
charge  of  $2.3  mill  ion  associated  with  the  sale  of 
our  catalog  showroom  division  to  Consumers 
Distributing  Company  Limited  of  Canada.  Exclud¬ 
ing  this  charge  and  Consumers'  operating  losses, 
earnings  per  share  from  continuing  operations 
increased  43C  to  $4.15  per  share,  a  12%increase. 

The  Board  of  Directors  increased  the  annual 
common  stock  dividend  to  $1.40  from  $1.28, 
effective  with  the  June  1979  quarterly  payment. 
This  is  the  fourth  consecutive  year  of  dividend 
rate  increases. 

Fourth  Quarter 

Fourth  quarter  sales  were  $912  mi  llion,  a  20%in- 
crease  over  last  year’s  sales  of  $762  million. 

Excluding  the  effect  of  the  53rd  week,  sales 
for  the  fourth  quarter  increased  15%,  our  best 
quarterly  sales  gain  ever. 

Net  earnings  were  $55  mil  I  ion,  a  $6  million  in- 
creaseover  1977.  Earnings  per  share  increased  to 
$2.44,  an  increase  of  13%  over  last  year’s  $2.16. 
Department  Store  Companies 
Our  11  department  store  companies  continue  to 
strengthen  their  leadership  position  within  the  in¬ 
dustry  and  in  their  respective  trading  areas.  On  a 
52-week  basis,  department  store  sales  were 
$2,082  billion,  an  8.8%  increase  over  1977; 
Excluding  the  contribution  of  new  stores/sales 
increased  5.8%  in  1978,  with  increases  of  more 
than  6%  in  all  but  the  first  quarter. 

Operating  earnings  before  interest,  income 
taxes  and  corporate  expenses  were  $211  million, 
a  15%  increase  over  last  year’s  3183  million.  Sig¬ 
nificantly,  operating  earnings  improved  at  a 
greater  rate  than  sales.  This  was  the  result  of 
improved  gross  margins  and  increased  pro¬ 
ductivity  of  existing  store  space. 


Expense  rates  increased  slightly,  due  in  part 
to  the  rapid  rise  in  the  cost  of  utilities,  payroll 
taxes  and  insurance.  Expenses  were  also  im¬ 
pacted  by  a  substantial  increase  in  costs  related 
to  our  aggressive  posture  of  increasing  credit 
sales  which  outpaced  the  department  stores' 
overall  sales  improvement  and  were  56.4%  of 
sales,  an  all-time  high. 

In  1978,  sales  per  square  foot  increased  to 
$75  from  $70.  With  over  28  million  square  feet 
of  department  store  space,  this  improvement 
represents  an  increased  volume  of  $140  million. 
While  our  sales  per  square  foot  are  below  in¬ 
dustry  averages,  the  Company  has  continued  to 
improve  the  productivity  of  existing  store  space. 

As  part  of  meeting  this  challenge,  each 
store  company  has  developed  an  extremely  cap¬ 
able  stores  organization  that  works  with  the 
merchandising  and  buying  organization,  tailor¬ 
ing  the  merchandise  assortments  to  meet  the 
needs  of  our  individual  stores  and  customers. 

Asa  further  step  in  more  accurately  meeting 
these  needs,  several  store  companies  have 
appointed  merchandise  coordinators  for  specific 
categories;  e.g.,  shoes,  cosmetics,  jewe'ry. 
Through  this  specialization  in  these  important 
and  profitable  areas,  greater  refinement  can  be 
made  in  fulfilling  the  diverse  needs  of  our 
customers. 

Technology  is  also  playing  an  increasingly 
important  role  in  making  our  existing  operations 
more  productive.  This  year,  we  have  completed 
the  installation  of  electronic  point-of-sale 
terminals  in  two  more  of  our  store  companies. 
83  percent  of  our  department  store  volume  is 
processed  through  electronic  point-of-sale 
terminals,  perhaps  the  highest  in  our  industry. 
Through  these  terminals,  we  are  able  to  capture, 
quickly  and  accurately,  sales  data  that  is  needed 
to  maximize  the  fast  selling  trends  that  are  the 
lifeblood  of  our  business. 
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In  1978,  we  opened  six  new  department  stores 
and  expanded  one,  addingalmost750,000square 
feet  of  retail  space.  Both  gross  margin  and  sales 
per  square  foot  in  these  new  stores  have  been 
significantly  higher  than  Company  averages  and 
have  helped  to  improve  our  overall  performance. 
In  1979  we  are  continuing  our  stepped-up  ex¬ 
pansion  plan  with  the  opening  of  7  new  stores 
and  the  closing  of  2  less  productive  units. 

Venture  Stores 

Venture  sales  for  52  weeks  were  $453  million,  an 
increase  of  32%.  Excluding  the  contribution  of 
new  stores,  sales  were  up  4%.  Operating  earnings 
before  interest,  income  taxes  and  corporate  ex¬ 
penses  were  $12  million  compared  to  $20  mil¬ 
lion  last  year. 

Venture  completed  a  year  of  major  expansion, 
growing  from  a  base  of  27  stores  to  43  at  the  end 
of  fiscal  1978.  This  growth  included  the  opening 
of  13  former  Turn*Style  stores,  primarily  in  the 
Chicago  metropolitan  area,  and  3  new  Venture 
stores.  This  store  expansion  was  supported  with 
the  opening  of  a  new  distribution  center  in 
Chicago  which  centrally  processes  all  softlines 
for  Venture  operations. 

Venture’s  earnings  were  impacted  by  the  sig¬ 
nificant  preopening  expenses  related  to  the  open¬ 
ing  of  these  new  stores  which  were  $6.9  million 
in  1978  compared  to  $1.2  million  last  year.  Con¬ 
version  of  the  13  former  Tum*Style  stores  repre¬ 
sents  a  major  accomplishment.  Management’s 
commitment  to  the  timely  and  successful 
opening  of  these  stores  affected  the  operating 
earnings  of  the  total  Company. 

Consumers  Distributing 

Effective  August  26,  1978,  Consumers  Distribut¬ 
ing  Company  Limited  of  Canada  (CDC)  purchased 
the  assets  of  our  catalog  showroom  business  for 
which  we  received  24%  of  the  total  outstanding 
common  stock  of  CDC  which  operated  240cata- 
logshowrooms  in  Canada  and  the  United  Statesat 
the  end  of  1978. 

May  Shopping  Centers 

Rental  revenues  of  wholly-owned  centers  rose  to 
$16  million  compared  to  $15  million  in  1977. 
Operating  earnings  were  $1C,7  million,  an  in¬ 
crease  of  $1.4  million  or  15% over  1977. 

In  1978  May  Shopping  Centers  opened  their 
18th  regional  shopping  center  and  also  expanded 
the  highly  successful  St.  Clair  Square  shopping 
center  in  Illinois. 


Management  and  Board  Changes 

In  October  1978,  Raymond  L.  Klauer  was  elected 
vice  chairman  of  the  board  with  direct  operating 
responsibility  for  seven  of  the  department  store 
companies.  Mr.  Klauer  had  been  president  of 
May  Co.,  California,  which,  under  his  leadership, 
became  one  of  the  largest  and  most  profitable 
department  stores  in  the  United  States. 

Edwin  G.  Roberts,  formerly  president  of  J.  L. 
Hudson,  wasappointed  president  and  chief  execu¬ 
tive  officer  of  May  Co.,  California.  Mr.  Roberts 
has  had  an  extensive  career  in  retailing  and  is 
recognized  as  one  of  the  outstanding  merchants 
in  the  country. 

In  June  of  1978,  James  C.  Walsh  retired  as 
senior  executive  vice  president  and  member  of 
the  Board  of  Directors  and  the  executive  commit¬ 
tee.  Mr.  Walsh  served  the  Company  for  over  24 
years  and  contributed  much  to  the  Company’s 
success.  As  a  consultant  to  the  Company,  we  con¬ 
tinue  to  benefit  from  his  counsel  and  years  of 
experience. 

Future  Outlook 

Rear  term,  we  see  some  moderation  in  retail 
sales.  We  are  planning  more  conservatively, 
particularly  in  the  second  half  of  the  year.  Our 
buying  and  merchandising  organization  will  have 
to  be  hard-nosed  editors,  zeroing  in  on  the 
winners  and  leaving  the  rest  behind.  Expenses  wil  I 
have  to  be  tightly  controlled  and  a  vigorous  effort 
made  to  improve  productivity  at  every  level. 

:  Looking  further  out,  we  feel  very  positive 
about  the  future  of  the  Company.  We  have  in 
place  a  sound  expansion  plan,  an  excellent 
organization  and  a  strong  balance  sheet.  We 
have  accomplished  much  in  the  70’s,  with  earn¬ 
ings  increasing  from  $29  million  in  1969towhat 
we  hope  will  be  $100  million  in  1979. 

We  are  confident  that  we  have  the  organiza¬ 
tion,  the  stores,  the  resources,  and  most 
importantly,  the  spirit  and  desire  to  continue  to 
strengthen  our  leadership  position  into  the  80’s. 

For  your  continued  support,  we  are  grateful. 


David  E.  Babcock,  Chairman 


David  C.  Farrell,  President 


Raymond  L.  Klauer,  Vice  Chairman 
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Department  Stores 


1978  was  an  outstanding  year  for  the  department 
store  business  of  The  May  Department  Stores 
Company.  Sales  passed  the  $2  billion  mark  for 
the  first  time  and  sales  growth  over  the  preced¬ 
ing  year  was  especially  strong. 

May  is  one  of  the  largest  department  store 
companies  in  the  U.S.  Its  11  department  store 
companies  presently  operate  125  quality  depart¬ 
ment  stores  and  this  part  of  the  Company’s  busi¬ 
ness  is  being  expanded  on  a  planned  basis  with 
new  store  openings  in  the  next  four  years  ex¬ 
pected  to  bring  the  number  of  department  stores 
to  about  146.  The  Company  also  plans  continued 
capital  expenditures  to  keep  its  major  flagship 
units  in  the  downtown  areas  healthy  and  viable. 

Each  May  department  store  company  is  a  sub¬ 
stantial  retail  operation  in  its  own  right,  solidly 
entrenched  in  a  market  which  may  cover  several 
metropolitan  areas  or  an  entire  state.  These  mar¬ 
kets  extend  from  Southern  California  and  Oregon 
on  the  West  Coast  to  Connecticut,  Washington, 
Baltimore  and  Florida  on  the  East  Coast.  Each 
store  company  is  either  the  largest  department 
store  in  its  respective  market  or  a  close  second 
in  size. 

Serving  many  people  in  many  different  mar¬ 
kets  with  different  competitive  conditions,  the 
Company  has  strong,  autonomous  local  manage¬ 
ments  in  charge  of  its  department  store  com¬ 
panies.  These  decentralized  managements  are 
close  to  their  customers  and  are  able  to  effec¬ 
tively  react  to  today’s  complex  and  fast-changing 
customer  demands. 

The  Company’s  policy  isthat  the  management 
of  its  individual  department  store  companies  is 
responsible  both  for  formulating  strategic  plans 
for  volume  and  profit  growth  and  for  the  day-to- 
day  operations  of  their  companies.  Corporate 
management  stimulates  and  motivates  the  men 
and  women  in  store  company  management,  pin¬ 
points  areas  of  strength  and  weakness  and  op¬ 
portunities  for  improvement,  monitors  key  ele¬ 
ments  of  the  business  and  strengthens  store 
management  buying  decisions  through  the 
creative  merchandising  services  of  May  Mer¬ 
chandising  Corporation  in  New  York  and  May 
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Department  Stores  International,  Inc.  with  over¬ 
seas  buying  offices  throughout  Europe,  the  Far 
East  and  South  America. 

The  effectiveness  of  this  approach  is  reflected 
in  the  increasing  profitability  of  these  department 
store  companies  and  in  their  growing  shares  of 
the  department  store  market  in  the  areas  they 
serve. 

May  department  store  companies  offer  a 
broad  range  of  merchandise  and  services  with 
strong  emphasis  on  quality  apparel,  accessories 
and  home  furnishings.  They  place  top  priority  on 
having  the  best  assortments  of  quality,  fashion- 
right  merchandise  at  the  proper  prices  and  on 
being  first  in  their  areas  with  the  newest  fashion 
trends  and  new,  innovative  items.  They  present 
merchandise  in  graphic,  exciting,  reachable  and 
touchable  ways.  They  provide  visually  exciting 
shopping  environments.  Their  customers  are 
young,  old  and  in-between.  They  want  beautiful 
as  well  as  functional  merchandise,  quality  at 
reasonable  prices  and  like  to  shop  in  pleasant 
atmospheres  with  service  and  assistance  when 
needed. 

Merchandising  leadership  involves  having  the 
most  wanted  merchandise  attractively  presented 
in  an  exciting  store.  The  photograph  opposite  is 
an  example  of  the  "theatre  concept"  which  has 
given  the  May  Co.,  California,  the  largest  of  the  11 
department  store  companies,  a  national  reputa¬ 
tion  for  excellence  in  merchandise  presentation. 
Behind  its  success  is  an  outstanding  ability  to 
blend  the  merchandise  appropriate  for  a  parti¬ 
cular  lifestyle,  or  customer  group,  with  attractive, 
eye-opening  display  and  coordination  aimed  at 
that  specific  group. 
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One  of  the  strong  points  of  a  modern  de¬ 
partment  store  is  the  way  in  which  merchandise 
can  be  made  to  come  alive  for  its  customers. 
The  talents  of  buyers,  display  experts  and  sales 
promotion  specialistsarecombined  in  presenting 
collections  of  attractive  merchandise  with  verve 
and  professionalism.  May  department  store  com¬ 
panies  use  individual  shops  and  departments  to 
address  the  wide  range  of  customer  tastes  that 
they  must  satisfy.  They  are  leaders  in  thecreative 
use  of  mannequins  to  show  merchandise  in  action 
and  in  skillful  combinationsofcoiorand graphics 
to  attract  shoppers.  The  customers  shop  in  an 
atmosphere  where  they  can  find  the  exact  mer¬ 
chandise  they  need  in  a  familiar,  pleasant 
environment. 

The  market  position  of  the  May  department 
store  companies  also  requires  a  thorough  under¬ 
standing  of  the  changing  demographics  of  their 
customers  and  a  response  which  involves  such 
strategies  as:  catering  to  the  working  woman,  at¬ 
tention  to  updated  lifestyles,  development  of  ex¬ 
citing  gift  concepts  and  continuous  resource  or 
vendor  review  and  refinement.  The  customer  is 
thus  exposed  to  an  atmosphere  where  he  or  she 
can  locate  the  exact  merchandise  they  need  and 
under  the  most  pleasant  circumstances. 

One  of  the  most  important  demographic 
changes  in  the  last  decade  has  been  the  increase 
in  the  number  of  working  women.  In  1978,  it  was 
reported  that  one  out  of  every  two  women  were 
working;  by  1990,  it  is  expected  that  working 
women  will  outnumber  their  stay-home  counter¬ 
parts  by  3  to  2.  The  significance  of  this  to  the 
retailer  is  that  working  women  have  less  time  to 
shop,  prefer  to  shop  more  often  in  the  evenings 
and  on  weekends,  want  store  merchandise  to  be 
more  clearly  defined  and  easily  located  and  are 
more  inclined  to  buy  nationally  advertised  brand 
merchandise  and  designer  labels  for  assured 
value  and  quality. 

May  department  store  companies  have  estab¬ 
lished  merchandise  approaches  to  accommodate 
this  important  group  of  customers.  For  example, 
Kaufmann’s  department  stores  which  serve 
a  tri-state  area  centered  on  Pittsburgh  have 
pioneered  programs  which  lend  special  emphasis 
to  the  working  woman  and  her  many  needs.  The 


Company  approach  extends  beyond  merchandis¬ 
ing  into  special  event  programs  for  these 
customers  dealing  with  “how  to  dress,  how  to 
entertain,  how  to  cope  with  your  life”.  There  is 
not  just  one  kind  of  working  woman.  There  is  the 
25-year-cld  working  woman  and  the  45-year-old 
working  woman,  and  May  department  store  com¬ 
panies  are  prepared  to  meet  their  different  needs. 

Changes  in  the  demographic  configurations 
of  the  U.S.  population  have  accentuated  the 
importance  to  the  department  store  of  respond¬ 
ing  to  the  desires  of  today’s  lifestyles.  For 
example,  the  size  of  the  24  to  45  age  group  is 
increasing  more  rapidly  than  that  of  other  age 
groups.  In  addition,  there  has  been  a  rapid  in¬ 
crease  in  the  number  of  households  with  only  a 
single  person  or  a  married  couple  without 
children. 

Advanced  electronic  equipment  provides  the 
merchandising  managements  of  the  May  depart¬ 
ment  store  companies  with  the  ability  to  develop, 
define  and  present  in  very  f  i  ne  detai  I  the  merchan- 
dise  lines  and  categories  which  are  important  to 
specific  groups  of  customers.  The  stores  then 
develop  the  personalized  shops  and  other  mer¬ 
chandising  approaches  needed  to  satisfy  these  dif¬ 
ferent  customer  needs  and  lifestyles. 

The  photograph  opposite  this  page,  The  Loft 
Shop  at  The  Hecht  Co.,  Washington-Baltimore,  is 
an  example  of  what  the  Company  calls  "new 
attitude,”  or  updated,  merchandise.  May  is  one 
of  the  leaders  in  defining  new  trends  and  styles. 
Walking  through  the  stores,  you  see  examples, 
such  as,  modular  or  sectional  furniture;  color¬ 
ful  lamps;  contemporary  plastics;  gourmet  food 
processors;  and  clear  glassware,  especially  for 
wine;  and  at  the  same  time,  its  counterparts  in 
men’s  and  women’s  apparel . 
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The  market  expertise  of  the  department  store 
company  buyers  is  reinforced  by  the  May  Mer¬ 
chandising  Corporation,  New  York,  and  May  De¬ 
partment  Stores  International,  Inc.  Their  market 
specialists  canvass  foreign  and  domestic  markets 
for  new  standout  value  products  which  will  help 
attract  more  customers  to  May  department  store 
companies.  Once  merchandise  ideas  are  formed 
and  confirmed,  there  is  considerable  and  con¬ 
stant  interfacing  with  store  company  buyers, 
divisional  merchandise  managers,  general  mer¬ 
chandise  managers  and  presidents.  The  objective 
of  this  joint  approach  is  to  be  first  in  our 
respective  markets  with  the  dominant  trends. 

Many  Americans  today  are  gift-oriented  and 
the  department  store  has  more  gift  ideas,  prod¬ 
ucts  and  exciting  presentation  techniques  than 
any  other  retailer.  The  Hecht  Co.,  Washington- 
Baltimore,  a  Maydepartmentstorecompanywith 
20  stores  serving  the  Washington  D.C.  and 
Baltimore  metropolitan  complex,  has  achieved  a 
national  reputation  for  outstanding  gift  pre¬ 
sentations.  The  photograph  of  the  "What  Did  You 
Bring  Me?"  shop  is  an  example  of  the  colorful  and 
innovative  ways  in  which  The  Hecht  Co.  features 
attractive  gift  items. 

The  merchandise  in  shops  of  this  kind 
throughout  The  May  Department  Stores  Company 
changes  almost  constantly  in  response  to  new 
ideas,  new  products  and  newcustomerdirections. 

The  department  store  has  time  and  again  prov¬ 
en  its  ability  to  respond  successfully  to  changes 
in  the  retail  environment  and  new  competitive 
challenges.  This  durable  form  of  general  mer¬ 
chandise  retailing  has  adjusted  to  the  shift  of 
population  from  the  city  to  suburban  areas,  the 
emergence  of  the  shopping  center  complex  and 
competition  from  the  mass  merchandising  and 
discount  chains. 

No  company  or  store  can  be  great  without 
strong  reso urces  or  firms  with  whom  they  do  busi¬ 
ness.  May  department  store  companies  utilize 
the  merchandise  and  services  of  tens  of  thou¬ 
sands  of  these  resources.  It  is  vital  to  choose 
the  best  of  these  vendors,  if  we  wish  to  pur¬ 
chase  the  best  quality  and  value,  and  in  turn, 
offer  these  to  our  customers. 


There  is  an  on-going  semi-annual  process 
within  the  Company  where  we  evaluate  the  per¬ 
formance  of  major  resources  or  firms.  Our 
aim  is  to  continuously  refine  the  rosterin  order 
to  encourage  more  business  with  the  outstanding 
resources  and  to  review  the  relationship  with 
those  who  are  not  performing  or  producing  up  to 
our  own  and  our  customers’  standards.  We 
believe  that  constant  review  and  selection  of 
quality  resources  are  important  to  our  future 
success. 

While  we  have  covered  but  a  few  of  our 
principal  strategies  for  achieving  excellence  and 
market  dominance,  The  May  Department  Stores 
Company  believes  it  has  an  on-going  vitality  in 
all  its  store  companies.  Today,  there  is  an  alert¬ 
ness,  thoroughness  and  excitement  which  is 
evident  in  our  stores,  the  merchandise  and  our 
people.  In  the  end,  it  is  the  concern  and  applica¬ 
tion  of  the  staff  to  our  customers'  needs  which 
makes  a  department  store  company  and  a  major 
corporation,  like  ours,  successful. 
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Venture  Stores 


Venture  accounted  for  18%  of  The  May  Depart¬ 
ment  Store  Company’s  1978  retail  sales.  Its  retail 
strategy  provides  an  important  balance  in  the 
Company's  growth  strategy. 

From  its  first  store  opening  on  January  29, 
1970,  Venture  has  grown  to  be  one  of  the  largest 
discount  store  operations  in  the  United  States 
with  45  stores  and  annual  sales  of  almost  a  half¬ 
billion  dollars.  Venture’s  emphasis  on  quality, 
val  ue  and  conven  ience  makes  it  one  of  the  leaders 
in  the  discount  store  industry. 

After  continued  growth  during  the  period 
1970  to  1977,  Venture  had  achieved  a  significant 
position  in  its  two  major  markets:  Kansas  City  and 
St.  Louis.  The  long-range  expansion  program  en¬ 
visioned  further  expansion,  primarily  in  the 
Chicago  market  where  Venture  had  eight  stores 
at  the  beginning  of  1978.  In  mid-1978,  Venture 
had  a  unique  opportunity  to  move  their  expan¬ 
sion  program  two  years  ahead  of  schedule  by 
the  acquisition  of  ten  former  Tum*Sty|e  (Jewel 
Companies,  Inc.)  store  locations  in  the  Chicago 
area.  The  Turn*Style  acquisition  gave  Venture 
some  very  important  strategic  locations. 

With  the  remodeling  and  opening  of  the 
former  Turn*Style  stores,  plus  the  opening  of 
two  new  stores  in  Chicago,  Venture  had  20  stores 
in  this  important  market  at  the  end  of  1978. 
Two  other  new  units  were  opened  in  Chicago  in 
March  of  1979,  further  strengthening  Venture’s 
position  asthe  major  upscale  discount  store 
operation  in  the  huge  Chicago  metropolitan  re¬ 
gion.  Three  additional  Turn*Stylestoreswerecon- 
verted  to  Venture  stores  and  re-opened  in  Decatur 
and  Moline,  Illinois  and  Davenport,  Iowa.  The 
opening  of  16  new  units  at  one  time  was  very 
challenging,  but  it  was  achieved  by  the  dedicated 
efforts  of  all  Venture  employees.  Venture  also 
opened  a  new  central  distribution  center  in  the 
Chicago  area.  This  facility  should  enable  Venture 
to  more  effectively  serve  their  stores  in  1979. 


II 


The  large  scale  of  Venture’s  operations,  the 
application  of  centralized  management  and  the 
use  of  today’s  technology  should  yield  significant 
improvements  in  productivity  in  the  future.  The 
gains  in  productivity  and  efficiency  can  then  be 
passed  on  to  Venture’s  customers  in  the  form  of 
outstanding  values. 

Every  day,  a  customer  entering  Venture  is 
surrounded  by  a  strong,  well-rounded  assortment 
of  up-to-date  fashion  at  especia  lly  attractive 
prices.  There  is  effective  balance  among  men’s, 
women's,  and  children’s  apparel  and  accessories 
as  well  as  home  furnishings,  home  entertainment 
and  equipment  for  "doing-it-yourself”,  refurbish¬ 
ing  your  automobile,  your  home  or  apartment,  or 
just  filling  in  on  personal  care  necessities. 

Venture  has  been  among  the  leaders  ingrowth 
in  U.  S.  retailingin  recent  years  and  we  are  proud 
of  this  record.  Obviously  customers  are  telling 
us  that  they  like  Venture’s  concept,  its  assort¬ 
ment  and  its  value. 
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Expansion 


The  May  Department  Stores  Company  has  an 
aggressive,  well-defined  growth  program  in 
action,  the  largest  in  its  history,  to  support  con¬ 
tinued  gains  in  volume  and  profitability  by  its 
store  companies.  The  five  years  1978-1982  will 
see  the  Company’s  existing  retail  facilities  ex¬ 
panded  by  about  25%  through  the  addition  of 
new  department  and  discount  stores.  Also  scned- 
uled  for  that  period  are  major  remodelings  of 
certain  of  the  Company’s  downtown  department 
stores  and  other  existing  retail  facilities.  May 
has  committed  about  $670  million  to  this  5-year 
program  and  $152  million  was  expended  in  1978 
for  retail  expansion. 

Six  new  department  stores  were  opened  in 
1978.  The  complete  1978  and  1977  distribution 
of  store  companies  is  as  follows: 

February  3.  1979  January  28,  1978 
(sq.  ft.  in  thousands)  Stores  Sq  Ft.  Stores  Sq  Ft. 


May  Co,,  California  27 

The  Hecht  Co., 

Washington-Baltimore  20 
Famous-Barr  Co., 

St.  Louis  12 

Kaufmann's, 

Pittsburgh  8 

The  May  Co, 

Cleveland  9 

Meier&  Frank, 

Oregon  6 

G.Fox&Co., 

Hartford  7 

The  M.  O'Neil  Co., 

Akron  10 

May— D&F, 

Colorado  9 

Strouss, 

Youngstown  9 

May-Cohens, 

Florida  6 


6,871 

4,042 

3,438 

2,342 


1,062 

684 


Total  department 

stores  123  28,247  118  27,510 


Venture  stores  43  5,095  27  3,381 


Total 


166  :  33,342  145  30,891 


The  first  phase  of  the  5-year  expansion  pro¬ 
gram  was  accelerated  in  1978  with  the  acquisi¬ 
tion  from  Jewel  Companies,  Inc.  of  13  former 
Turn*Style  stores,  10  in  the  Chicago  area,  and 
their  conversion  to  Venture  stores.  Venture 
store  openings  in  1979  and  1980  will  be  some¬ 
what  slower  to  allow  for  an  assimilation  of 
existing  units. 

The  planned  1979  expansion  has  already  be¬ 
gun  with  four  store  openings  completed  by  the 
end  of  the  first  quarter  1979.  May  Co,,  California, 
opened  a  new  store  to  serve  a  rapidly  growing 
market  in  and  around  Mission  Viejo,  California. 
The  May  Co.,  Cleveland,  moved  into  a  new  trading 
area  with  the  opening  of  a  store  in  Sandusky,  Ohio. 
Venture  opened  two  new  Chicago  area  stores  and 
now  operates  22  stores  in  that  market. 

Five  more  department  stores  will  open 
in  1979  and  an  expansion  of  Meier  &  Frank’s 
(Oregon)  Washington  Square  store  is  planned. 
The  complete  1979  store  expansion  schedule  is 
as  follows  (in  thousands  of  square  feet): 


May  Co.,  California  La  Jolla,  California  152 

May  Co.,  California  Mission  Viejo,  California  150 

The  Hecht  Co.  Annapolis,  Maryland  142 

The  Hecht  Co.  Washington,  DC  155 

Kaufmann's  Pittsburgh,  Pennsylvania  115 

Kaufmann's  Wheeling,  West  Virginia  103 

The  May  Co ,  Cleveland  Sandusky,  Ohio  115 

Meier  &  Frank  Portland,  Oregon  (expan.) _  20 

Total  department  stores  952 

Venture  Griffith,  Indiana  116 

Venture  Downers  Grove,  Illinois  H6 


Total 
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May  Shopping  Centers 


May  Shopping  Centers  is  one  of  the  largest  nation¬ 
al  developers  and  operators  of  regional  shopping 
centers.  The  Company,  and  its  subsidiaries,  own 
and  operate  18  shopping  centers  in  9  states  con¬ 
taining  an  aggregate  floor  area  in  excess  of 
14  million  square  feet,  including  department 
stores.  Each  center  offers  a  combination  of  major 
department  stores,  chain  stores  and  specialty 
stores.  In  addition,  most  centers  include  varied 
recreational  and  service  operations  such  as 
theatres,  restaurants,  ice  rinks,  financial  insti¬ 
tutions  and  medical  offices. 

Net  earn i ngs  after  i  ncome  taxes  i n  1978  were 
S3. 3  million  or  150  per  share  compared  with 
$3.2  million  or  140  per  share  a  year  earlier.  Cash 
flow  from  May  Shopping  Centers’  operations  (net 
earnings  plus  depreciation)  in  1978  was  $11.9 
million,  up  from  $11.4  million  in  1977.  No  materi¬ 
al  gain  or  loss  from  the  saleof  property  was 
realized  in  1977  or  1978.  The  following  table  is 
an  unaudited  summary  of  Centers’  operating  re¬ 
sults  for  fiscal  1978: 

Shopping  Centers 
Wholly-  Partner-  Parkla- 

(m  1 1  lions)  Owned  ships  brea  Total 

Rental  revenues  $iao~’$17.2  $16.0  $49.2 

Cost  and  expenses  — 

Interest  4.1  5.6  :  4.3  14  0 

Depreciation  2.1  2.2  4.2  8.5 

Other  operating 

expenses  5.8  5.7  6.1  17.6 

Other  partners' 

share  of  earnings  ~  1.6  1.0  2.6 

Earnings  before 

income  taxes  $  4.0  $  2.1  $  0.4:  $  6.5 


Earnings  before 


May  Shopping  Centers  continued  to  grow  in 
1978  with  the  opening  of  Alton  Square  in  Alton, 
Illinois,  adding  approximately  212,000  square 
feet  of  leasable  tenant  space.  St.  Clair  Square, 
in  Fairview  Heights,  Illinois,  was  expanded  with 
the  addition  of  a  fourth  major  department  store 
and  86,000  square  feet  of  new  tenant  shops. 

One  new  regional  center,  one  strip  center,  and 
three  shopping  center  expansions  will  be  com¬ 
pleted  and  opened  for  business  in  1979.  Eight 
new  shopping  centers  or  expansions  are  currently 
planned  for  completion  in  1980  or  later. 


May  Shopping  Centers  is  actively  exploring 
opportunities  for  the  development  of  additional 
new  shopping  centers  for  opening  in  1982  and 
beyond. 

Parklabrea,  a  176-acre  planned  community 
development  of  4,253  residential  units  in  Los 
Angeles,  continues  to  be  asignificant  contributor 
to  May  Shopping  Centers'  cash  flow.  As  managing 
partner  of  the  development,  May  Shopping 
Centers  currently  receives  27%  of  the  cash  dis¬ 
tribution  and  anticipates  its  share  will  grow  to 
50%  by  the  end  of  calendar  year  1980.  Parkla¬ 
brea  includes  a  10-acre  site  occupied  by  May  Co., 
California’s  Wilshire  Boulevard  department  store. 

The  following  is  an  unaudited  summary  of 
May  Shopping  Centers’  financial  position  at  the 
end  of  fiscal  1978: 

Shopping  Centers 
Wholly-  Partner-  Parkla- 

(millions)  Owned  ships  brea  Total 

Properties,  at  cost  1:85.2  $84.4  $72.8  $242.4 

Less— Accumulated 

depreciation  (31.6)  (15.8)  (22.5)  (69.9) 

Net  book  value  .  - 

of  properties  53.6  68.6  50.3  172.5 

Long-term  debt, 
principally  non¬ 
recourse  (47.7)  (68.6)  (57.7)  (174.0) 

Other  assets,  net, 
and  minority 

interest  (.3)  (.1)  6.5  _  6L1 

May  Shopping  Centers' 

equity  investment  $J5J5  $  (.1)  S  (9)  $  46 

May  Shopping  Centers' 
equity  investment  at 

January  28,  1978  $(5.6)  $  0.4  $  -  $  (5  2) 

The  long-term  debt  of  the  partnerships  and 
Parklabrea  includes  $20.9  million  payable  to  The 
May  Department  Stores  Company.  Investment 
and  risk  are  minimized  through  the  predominant 
use  of  nonrecourse  financing  under  which  the 
lender  may  look  only  to  the  mortgaged  property 
for  security. 

May  Shopping  Centers’  earnings,  cash  flow 
and  real  estate  holdings  have  continued  to  grow 
over  the  years  providing  a  substantial  hedge 
against  inflation  and  creating  market  values  of 
these  properties  which  management  believes  are 
substantially  greater  than  their  book  values. 
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Financial  Review 


Sales 

1978  sales  exceeded  $2.5  billion,  an  increase  of 
13.7%  from  1977. This  increase  reflects  the  con¬ 
tinued  improvement  in  store-for-store  sales  (ex¬ 
cluding  the  contribution  of  stores  opened  within 
the  preceding  twelve  months)  of  department 
stores,  the  opening  of  6  new  department  stores, 
and  the  expansion  of  Venture  by  the  acquisi¬ 
tion  of  13  former  Turn*Style  stores  and  the  open¬ 
ing  of  3  other  new  units. 

(millions)  _  Quarterly  Sales  (unaudited) 

Quarter  1978  1977  Increase 

First  7  $  489.6  $  457.3  7. 1% 

Second  546,4  496.7  10.0 

Third  618.8  542.0  14.2 

Fourth  911.7  762.2  19,6 

Year  $2,566,5  $2,258.2  13.7% 

Since  1978  was  a  53-week  year,  sales  for  the 
first  52  weeks  of  fiscal  1978  provide  a  more 
meaningful  year-over-year  comparison.  On  a  52- 
week  basis,  department  store  sales  increased 
8.8%  in  total  and  5.8%  on  a  store-for-store  basis, 
versus  1977's  increases  of  6.7%  and  4.1%,  re¬ 
spectively.  Venture  sales  increased  31.6%  intotal 
and  4.1%on  a  store-for-store  basis  versus  1977's 
increases  of  17.8%  and  5.8%,  respectively. 

Sales  of  department  stores  and  Venture  for 
1978  (53  weeks)  and  1977  (52  weeks)  were: 

Department  Stores  Venture  Stores 

7  %of  %of 

(millions)  Amount  Total  Amount  Total 

1978  $2,106  82%  $461  18% 

1977 _ $1,914 _  85%  $344  ;  15% 


Earnings 

Net  earnings  in  1978  were  $90  million.  Earnings 
per  share  were  $4.01,  an  8%  increase  over  1977. 
In  1978,  the  Company  sold  its  Consumers 
Distributing  catalog  showroom  division  (Con¬ 
sumers).  Excl  ud  ing  the  loss  from  this  sale  and  the 
operating  loss  of  Consumers  for  a  partial  year, 
earnings  and  earnings  per  share  from  continuing 
operations  in  1978  were  $93  million  and  $4.15, 
respectively,  a  12%  increase  over  1977. 

Fiscal  1978  was  a  53-week  year.  After  deduc¬ 
tion  of  related  operating  and  fixed  expenses,  the 
additional  week  did  not  materially  affect  1978 
earnings.  The  expenseaccruals  amounted  to  $3.8 
million  and  will  reduce  expenses  on  a  pro-rata 
basis  in  the  five  succeeding  52-week  fiscal  years. 

The  increased  earnings  were  achieved 
primarily  by  the  improvement  in  department  store 
gross  margins  but  were  partially  offset  by  con¬ 
tinued  escalation  in  expenses. 

Venture’s  1978  earnings  were  adversely  affect¬ 
ed  by  preopening  expenses  of  $6.9  million  or  160 
per  share,  an  increase  of  $5.7  million  or  130  per 
share  over  Venture’s  1977  preopening  expenses. 
These  expenses  related  to  the  opening  of  16  new 
stores  in  1978  (13  acquired  Turn*Style stores  and 
3  other  new  units).  Significant  other  expenses 
related  to  the  start-up  of  these  new  units  and  a 
new  distribution  center  were  also  incurred.  All 
of  these  preopening  and  start-up  costs  were  ex¬ 
pensed  in  1978. 


Net  sales  Net  earnings 
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Operating  earnings  by  segment  were  as 
follows: 


(millions) 

1978 

1977 

%  Change 

Department  stores 

$211.0 

$183.2 

15.2% 

Venture  stores 

12.0 

19.6 

(38.8) 

Real  estate  operations 

10.7 

9.3 

15.1 

Total 

233.7 

212.1 

10.2% 

Net  interest  expense 

(39.0) 

(34.5) 

Corporate  expense 

Equity  in  earnings 

(12.8) 

(12.7) 

of  Consumers 
Distributing  Co.  Ltd. 

1.9 

_ 

Earnings  from 

continuing  operations 
before  income  taxes 

$183.8 

$164.9 

General  corporate  expense  includes,  primar¬ 
ily,  accounting,  tax,  legal,  planning  and  other  cor¬ 
porate  functions. 

While  first  quarter  1978  earnings  were  below 
a  year  earlier,  earnings  from  continuing  opera¬ 
tions  showed  improvement  in  the  three  succeed¬ 
ing  quarters.  Second  quarter  1978's  decline  in 
net  earnings  reflected  the  losses  associated  with 
the  sale  of  the  Company’s  catalog  showroom 
division. 

Second  quarter  1978  earnings  include  $2.4 
million  (50  per  share)  of  preopening  expenses 
incurred  through  July  29,  1978  for  the  13  ac¬ 
quired  Turn*Style  stores.  These  expenses,  which 
normally  would  have  been  charged  to  earnings 
in  the  third  and  fourth  quarters,  were  expensed 
as  incurred  due  to  the  number  of  stores  opened 
at  one  time. 


Quarterly  Earnings  (unaudited) 

(millions) 

1978 

1977 

Quarter 

From  Net  of  From  Net  of 

Continuing  Discont.  Continuing  Discont. 

Operations  Operations  Operations  Operations 

First 

$  7.1 

$  6.7 

$  7.8 

$  7.4 

Second 

13.8 

10.6 

12.4 

11.9 

Third 

18.0 

18.0 

16.4 

15.9 

Fourth 

54.3 

54.7 

47.6 

48.7 

Year 

$93.2 

$90.0 

$84.2 

$83.9 

The  cost  of  merchandise  sold  in  1978  by 
quarter  was:  $366.3,  $403.6,  $453.1  and  $640.1 
million  compared  with  $342.3,  $370.2,  $398.0 
and  $522.0  million  in  1977. 

Earnings  per  share  are  based  on  the  weighted 
average  number  of  common  shares  outstanding 
during  each  year  which  was  22.4  million  in  1978 
and  22.5  million  in  1977. 


Quarterly  Earnings  Per  Share  (unaudited) 

1978 

1977 

Quarter 

From  Netof  From  Net  of 

Continuing  Discont.  Continuing  Discont. 

Operations  Operations  Operations  Operations 

First 

$  .32 

$  .30 

$  .35 

$  .33 

Second 

.61 

.47 

.54 

.52 

Third 

.80 

.80 

.72 

.70 

Fourth 

2.42 

2.44 

2.11 

2.16 

Year 

$4.15 

$4.01 

$3.72 

$3.71 

Dividends 

The  Company  has  paid  consecutive  quarterly 
dividends  since  December  1,  1911  and  in  1978 
paid  its  269th  consecutive  quarterly  dividend. 

The  Company  raised  its  annual  dividend  rate, 
effective  with  the  June  15,  1979  payment,  to 
$1.40  per  share  or  350  quarterly,  a  9.4%  increase. 

Discontinued  Operations 

In  August  1978,  the  Company  sold  its  Consumers 
Distributing  catalog  showroom  division 
(Consumers)  to  Consumers  Distributing  Com¬ 
pany  Limited  of  Canada  (CDC)  for  stock  in  that 
company.  All  prior  period  financial  information 
has  been  reclassified  to  state  separately  the 
operations  of  Consumers.  The  results  of  opera¬ 
tions  for  the  Consumers  division  are  summarized 


as  follows: 

(millions)  1978  1977 

Net  retail  sales  $40.4  $97.2 

Loss  from  operations  (1.8)  (.6) 

Income  tax  benefits  .9  3 

(.9)  (.3) 

Loss  on  disposal  (4.7)  — 

Income  tax  benefits  2.4  — 

(2.3)  _ 

Netlossfromdiscontinuedoperations  $(3.2)  $  (.3) 


In  connection  with  this  sale,  the  Company 
received  1,600,000  shares  of  common  stock  of 
CDC  which  operated  240  catalog  showrooms  in 
Canada  and  the  United  States  at  1978  year  end. 
These  shares  represented  approximately  24%  of 
the  outstanding  common  stock  of  CDC  as  of 
February  3, 1979. 
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The  investment  in  CDC  of  $24.9  million  at 
February  3,  1979,  is  accounted  for  under  the 
equity  method  at  cost,  which  approximated 
quoted  market  value  at  date  of  acquisition,  plus 
equity  in  undistributed  earningssince  acquisition, 
less  the  write-off  of  appropriate  goodwill.  Appro¬ 
priate  U.S.  income  taxes  have  also  been  provided. 
Goodwill,  which  aggregated  $13.1  million  at  the 
date  of  acquisition,  is  being  amortized  over 
40  years. 

CDG's  preliminary  and  unaudited  1978  sales 
and  net  earnings  were  $344  million  and  $12.3 
million  or  $2.14  per  share,  respectively,  all  ex¬ 
pressed  in  Canadian  dollars.  At  February  3, 1979, 
the  Canadian  dollar  was  worth  approximately 
$.84  (U.S.).  The  Company’s  1978  net  earnings 
include  $1.2  (U.S.)  million  as  its  share  of  the  net 
earnings  of  CDC  from  August  26,  1978  through 
February  3,  1979. 

On  January  10,  1979,  Canadian  authorities 
filed  charges  against  Mr.  Jack  Stupp,  chief  execu¬ 
tive  officer  of  CDC,  and  two  other  individuals 
not  employed  by  or  otherwise  connected  with 
CDC,  alleging  concerted  action  to  affect  the 
public  market  price  of  the  shares  of  CDC  stock. 
At  the  time  charges  were  filed,  the  Toronto  Stock 
Exchange  and  the  Ontario  Securities  Commission, 
which  participated  with  the  provincial  law  en¬ 
forcement  authorities  conducting  the  investiga¬ 
tion,  publicly  stated  that  neither  had  any  reason 
to  believe  that  the  matters  under  investigation 
would  affect  the  day-to-day  operations  of  CDC. 

Following  the  filing  of  charges,  the  quoted 
market  value  of  CDC’s  stock  on  the  Toronto  Stock 
Exchange  declined  and  was  $10  (Canadian)  per 
share  on  February  3, 1979.  The  aggregate  quoted 
market  value  of  the  Company's  investment  was 
$13.4  (U.S.)  million  at  that  date. 

Based  upon  the  Company's  long-term  invest¬ 
ment  strategy  regarding  CDC  and  the  Company’s 
belief  in  the  underlying  strength  of  CDC’s 
operations,  the  Company’s  investment  has  con¬ 
tinued  to  be  carried  on  the  equity  basis  as 
described  above. 

Income  Taxes 

The  effective  income  tax  rates  for  1978  and  1977 
were  49.3%  and  48.9%,  respectively.  The  dif¬ 
ferences  between  the  effective  tax  rates  and  the 
statutory  federal  tax  rate  were: 


1978 

1977 

Statutory  federal  income  tax  rate 

48.0% 

48.0% 

State  and  local  income  taxes 

3.5 

3.2 

Amortization  of  investment  tax  credit 

(1.9) 

(1.8) 

Other 

(  .3) 

(  .5) 

Total 

49.3% 

48.9% 

The  investment  tax  credit  (ITC)  on  1978  capital 
expenditures  is  estimated  to  be  $6.0  mil  lion  com¬ 
pared  with  $5.6  million  in  1977  and  is  being 
amortized  into  earnings  over  the  lives  of  the 
related  assets.  1978earnings  include  $3.6  mil  lion 
of  ITC  amortization  compared  with  $3.0  million 
in  1977. 

Use  of  the  amortization  method  reflects  the 
Company’s  basic  adherence  to  conservative  ac¬ 
counting  principles.  In  the  interest  of  compar¬ 
ability,  if  the  Company  used  the  "flow-through" 
method  of  accounting  for  ITC,  as  is  employed  by 
many  other  companies,  net  earnings  in  1978 
would  have  been  greater  by  $2.4  million  or  11C 
per  share  (110  in  1977).  The  Company's  balance 
sheet  includes  $20.8  million  of  deferred  invest¬ 
ment  tax  credits  which  will  be  amortized  into 
earnings  in  increasing  amounts  over  the  next 
several  years. 

The  provision  for  income  taxes  consists  of: 


(millions) 

1978 

1977 

Taxes  currently  payable: 

Federal 

State  and  local 

Deferred  taxes: 

Federal 

State  and  local 

Investment  tax  credit  deferred,  net 

$61.3 

11.3 

14.5 

1.1 

2.4 

$53.2 

8.2 

14.2 

2.0 

3.1 

Total 

$90.6 

$80.7 

The  provision  for  deferred  income  taxes  con¬ 
sists  of: 

(millions) 

1978 

1977 

Excess  of  tax  over  book  depreciation 
Deferred  gross  profit  on  installment 
method  sales 

Deferred  employee  benefits 

Other 

$  6.3 

10.8 

(1.8) 

.3 

$  9.0 

8.2 

(.8) 

(.2) 

Total 

$15.6 

$16.2 

The  income  taxes  included  in  current  liabili¬ 
ties  on  the  Company’s  balance  sheet  include 
$97.1  million  at  February  3,  1979  and  $83.5 
million  at  January  28, 1978applicabletodeferred 
gross  profit  on  installment  method  sales. 

Retirement  and  Profit  Sharing 

The  May  Department  Stores  Company’s  basic  re¬ 
tirement  plans  are  essentially  fully  funded  and 
cover,  from  a  practical  point,  all  employees  who 
work  1,000  hours  or  more  per  year.  The  combined 
cost  of  these  retirement  plans  and  the  profit 
sharing  and  savings  plan  approximates  6)4%  of 
earnings  before  federal  income  taxes,  as  defined. 
The  cost  of  these  retirement  plans  was  $5.8 
million  in  1978  and  $5.1  million  in  1977,  and 
the  Company’s  contribution  to  the  profit  sharing 
and  savings  plan  was  $5.7  million  in  1978  and 
$5.0  million  in  1977. 
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Essentially,  all  of  the  assets  of  the  basic 
retirement  plans  are  protected  for  the  employees 
in  guaranteed  income  investment  contracts  with 
a  major  insurance  company  with  yields  ranging 
from  8.2%  to  9.3%.  Actuarially  determined  costs 
for  the  retirement  plans  are  accrued  and  funded 
on  an  annual  basis. 

Another  important  element  in  the  retirement 
program  for  employees  is  the  federal  social 
security  system  into  which  the  Company  paid 
$25.8  million  in  1978  as  its  matching  portion  of 
the  $25.8  million  contributed  by  the  employees. 

In  1978,  the  Company  adopted  an  unfunded 
supplementary  pension  plan  for  certain  em¬ 
ployees  for  which  $.6  million  was  charged  to 
expense  in  1978.  The  unfunded  liability  for  prior 
service  costs,  which  was  $4.6  million  as  Of 
January  1,  197.8^  is.  being  amortized  over  30 
years. 


Assets 

Total  assets  were  invested  as  follows: 


(millions) 

February  3, 
1979 

January  28, 
1978 

Department  stores 

$1,380.8 

$1,262.7 

Venture  stores 

264.4 

169,0 

Real  estate  operations 

78.8 

63.8 

Corporate  assets 

64.8 

144.6 

Total 

$1,788.8 

$1,640.1 

The  assets  identified  with  the  real  estate 
operations  include  advances  to  and  investments 
in  affiliated  partnerships  of  $17.2  million  in  1978 
and  $10.1  million  in  1977.  Corporate  assets 
principal  ly  consist  of  cash  and  marketable  securi¬ 
ties  and  the  investments  associated  with  CDCand 
Consumers. 


Receivables 

The  extension  of  credit  by  the  Company’s  depart¬ 
ment  stores  is  an  important  merchandising 
strategy,  and  the  Company’s  substantial  invest¬ 
ment  in  customer  accounts  receivable  is  an  indi¬ 
cation  of  this  importance.  In  1978,  total  credit 
sales  ofthedepartmentstores  approximated  $1.2 
billion  or  56.4%  of  1978  sales  compared  with 
56.1%in  1977.  An  estimated  11  million  customers 
hold  credit  cards  under  our  various  credit  pro¬ 
grams.  In  addition,  $135  million  in  sales  were 
made  via  bank  cards  and  other  third  party  credit 
cards  in  1978,  of  which  $83  million  was  attrib¬ 
utable  to  Venture. 


(millions) 

February  3, 
1979 

January  28, 
1978 

Gross  receivables 

$593.6 

$530.8 

Allowance  for  doubtful  accounts 

(14.1) 

(12.3) 

Net  receivables 

$579.5 

$518.5 

Allowance  for  doubtful  accounts 
as  %  of  gross  receivables 

2.4% 

2.3% 

Bad  debt  expense,  including  actual  losses 
and  adjustments  to  the  reserves,  was $9.5  million 
in  1978  versus  $5.8  million  a  year  earlier. 


Inventories 

Merchandise  inventories  were  $327  million  at 
February  3,  1979,  an  increase  of  $53  million. 
New  stores  opened  in  1978  accounted  for  ap¬ 
proximately  $35  million  of  this  increase,  of  which 
$25  million  is  attributable  to  Venture. 

Inventories  are  primarily  determined  by  use 
of  the  retail  inventory  method  and  are  stated  on 
the  LIFO  (last-in,  first-out)  cost  basis,  which  is 
lower  than  market.  Inventories  at  February  3, 
1979  and  January  28,  1978  are  stated  at  $83.7 
million  and  $73.4  million,  respectively,  lower 
than  they  would  have  been  if  the  LIFO  principle 
had  not  been  applied. 


Properties 

The  Company  has  substantial  investments  in 
property  as  summarized  below: 


(millions) 

February  3, 
1979 

January  28, 
1978 

Buildings  and  building  equipment 
Furniture,  fixturesand equipment 

$  77.2 

628.9 
360.5 

$  77.8 
533.6 
316.5 

Less  accumulated  depreciation 

1,066.6 

(330.3) 

927.9 

(297.8) 

Total 

$  736.3 

$630.1 
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Capital  expenditures  in  1978  were  $166.1 
million,  significantly  greater  than  last  year  due 
principally  to  the  accelerated  expansion  of 
Venture  in  1978.  This  includes  capitalized  leases 
which  were  immaterial  in  both  1978  and  1977. 


Capital  Expenditures 

(millions) 

1978 

1977 

Department  stores 

$  81.3 

$72.6 

Venture  stores 

70.5 

18.3 

Real  estate  operations 

13.2 

Corporate  assets 

1.1 

.5 

Total 

$166.1 

$95.8 

Depreciation  and  amortization  totaled  $59.7 
million  in  1978  versus  $53.4  mil  I  ion  a  year  earlier, 
including  $1.9  million  and  $1.8  million,  respect¬ 
ively,  for  amortization  of  capitalized  leases. 


Depreciation  and  Amortization 


(millions) 

1978 

1977 

Department  stores 

$48.5 

$45.1 

Venture  stores 

8.9 

6.0 

Real  estate  operations 

2.1 

2.2 

Corporate  assets 

.2 

.1 

Total 

$59.7 

$53.4 

Other  Assets 

February  3,  January  28, 

(millions) 

1979 

1978 

Notes  receivable  and  other  assets 

$27.0 

$24.6 

Investment  in  Consumers 

Distributing  Company 

Limited  (CD C.) 

24.9 

Advances  to  and  investments  in 

affiliated  real  estate  partnerships 

17.2 

10.1 

Excess  of  cost  of  investment  in 
division  over  book  value  of  assets 

at  date  of  acquisition 

9.1 

9.1 

Property  and  equipment  of  Consumers 

- 

7.0 

Total 

$78.2 

$50.8 

Financing 

The  Company's  financial  policies  are  designed  to 
provide  a  strong  conservative  capital  structure 
using  flexible  sources  of  funds  which  will  result 
in  minimum  cost.  The  ratio  of  total  consolidated 
long-term  debt  including  capitalized  lease  obliga¬ 
tions  to  total  capitalization  at  year  end  1978  im¬ 
proved  to  40.7%  from  41.8%  a  year  earlier.  Total 
capitalization  includes  $80.7  million  and  $77.5 
million,  respectively,  of  noncurrent  deferred  in¬ 
come  taxes  and  deferred  investment  tax  credits 
which  the  Company  considers  an  integral  part  of 
its  total  capitalization. 


During  1978,  two  long-term  financings  were 
privately  placed.  The  Company  issued  $20  million 
in  30-year  8.70%  notes.  The  wholly-owned  and 
consolidated  May  Department  Stores  Credit 
Company  placed  $25  million  in  20-year  9%% 
promissory  notes. 

Long-term  debt  and  capitalized  lease  obli¬ 
gations  at  the  end  of  each  year  were: 


February  3, 

January  28, 

(millions) 

1979 

1978 

4%  to  9%%  mortgage  notes  and 

bonds  due  1980-2011 

$178.8 

$184.7 

3)4%  to  9%  sinking  fund  debentures 
and  notes  due  1980-2008 

A%%  to  9%%  unsecured  notes 

182.4 

167.3 

due  1981-1997 

117.1 

96.0 

478.3 

448.0 

Capitalized  lease  obligations 

40.8 

42.3 

Total 

$519.1 

$490.3 

The  annual  maturities  of  long  term  debt,  in¬ 
cluding  sinking  fund  requirements,  are:  $15.6, 
$20.7,  $18.3,  $18.8  and  $70.9  million  for  1979 
through  1983,  respectively. 

The  netbookvalueofpropertyandequipment 
encumbered  under  long-term  debt  agreements 
was  $141.9  million  at  February  3, 1979.  Under 
the  most  restrictive  covenants  of  long-term  debt 
agreements,  $292.4  million  of  retained  earnings 
at  February  3,  1979  was  restricted  as  to  the  pay¬ 
ment  of  dividends.  The  Company  was  in  com¬ 
pliance  with  the  restrictive  covenants  of  all  long¬ 
term  debt  agreements  at  February  3,  1979. 

The  Company  had  lines  of  credit  totaling  $100 
million  as  of  February  3,  1979.  These  lines  are 
subject  to  restrictions  of  the  long-term  debt  agree¬ 
ments  and  require  compensating  or  average 
balances  which  are  immaterial.  These  were  not 
used  during  1978  or  1977. 

Commercial  paper  is  issued  to  support  short¬ 
term,  seasonal  borrowing  requirements.  Theaver- 
age  commercial  paper  outstanding  during  1978 
and  1977  was  $7.0  million  and  $0.9  million, 
at  average  interest  rates  of  9.6%  and  5.2%,  re¬ 
spectively.  The  maximum  amount  of  outstanding 
commercial  paper  was  $53.8  million  in  1978  and 
$9.0  million  in  1977. 
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The  Company's  financial  structure  includes 
leases  of  certain  of  its  retail  and  support  facilities. 
These  lease  agreements  require  fixed  annual 
rentals  and,  in  certain  cases,  additional  rentals 
based  on  defined  sales  volumes.  These  leases 
generally  provide  for  the  payment  of  real 
estate  taxes  and  other  related  expenses  by  the 
Company,  and  renewal  options  exist  for  most  long¬ 
term  leases. 

The  Company  has  included  in  its  financial 
statements  those  leases  which  meet  the  current 
criteria  for  capitalization  interpreted  on  a  basis 
consistent  with  the  intent  of  the  Financial  Ac¬ 
counting  Standards  Board’s  Statement  No.  13. 

The  following  is  an  analysis  of  the  investment 
in  property  under  capital  leases: 


(millions) 

February  3, 
1979 

January  28, 
1978 

Retail  facilities 

Less  accumulated  amortization 

$56.7 

(24.9) 

$56.7 

(23.1) 

;  Total  . 

$31.8 

$33.6 

Future  minimum  lease  payments  at 
February  3, 1979  were  as  follows: 

(millions) 

Capital 

Leases 

Operating 

Leases 

1979 

$4.3 

$11.9 

1980 

4.3 

11.7 

1981 

4.3 

11.6 

1982 

4.3 

11.2 

1983 

4.3 

11.6 

After  1983 

59.3 

172.1 

Minimum  payments 

80.8 

$230.1 

Less— executory  costs  Included 
in  minimum  lease  payments 
—imputed  interest  component 
Present  value  of  net  minimum  lease 
payments  of  which  $1 .5  mill  ion  is 
included  in  current  liabilities 

(3.2) 

(35.3) 

$42.3 

Additional  lease  payments  based  on  defined 
sales  volume  for  the  above  capital  leases  were 
$597,000  in  1978  and  $576,000  in  1977.  The 
above  amounts  for  operating  leases  are  net  of 
immaterial  amounts  of  sublease  rental  revenues. 

The  amount  of  interest  and  depreciation  ex¬ 
pense  recorded  for  capital  leases  exceeded  the 
net  minimum  lease  payments  by  $430,000  in 
1978  and  $458,000  in  1977  which  is  summarized 
as  follows: 


(thousands) 

1978 

1977 

Depreciation  of  capital  leases 

$1,864 

$1,802 

Interest  on  capital  leases 

2,663 

2,610 

Net  minimum  lease  payments 

4,527 

(4,097) 

4,412 

(3,954) 

Additional  expense  before 
tax  effect 

$  430 

$  458 

Rental  expense  for  the  Company’s  operating 
leases  consisted  of: 


(millions) 

1978 

1977 

Real  property 

Minimum  rentals 

$10.3 

$  9.8 

Contingent  rentals  based  on 

defined  sales  volume 

2.1 

1.5 

12.4 

11.3 

Equipment  rentals  (included  in  cost  of 

sales  and  other  expenses) 

3.1 

3.2 

Total 

$15.5 

$14.5 

The  Company  also  operates  12  wholly-owned 
shopping  centers  i  n  which  stores,  office  bui  Idi  ngs 
and  other  properties  are  leased  entirely  or  in  part 
to  others.  The  net  book  value  of  shopping  center 
properties  leased  to  others  under  operating 
leases  was  $47.4  million  as  of  February  3, 1979. 

Other  Long-term  Liabilities 


February  3,  January  28, 


(millions) 

1979' 

1978 

Deferred  income  taxes 

$  59.9 

$58.5 

Deferred  investment  tax  credit 

20.8 

19.0 

Deferred  employee  benefits 

25.1 

16.2 

Total 

$105.8 

$93.7 

Capital  Stock 

The  Company’s  common  stock  is  listed  and 
traded  on  The  New  York  Stock  Exchange  (symbol 
MA)and  The  Pacific  Stock  Exchange  (symbol  MA). 

The  quarterly  price  ranges  of  the  common 
stock  and  dividends  per  share  in  1978  and  1977 
were: 


Market  Prices  Dividend 


Quarter 

High 

Low 

Per  Share 

1978 

First 

$26 

$20% 

$  .29 

Second 

26% 

23% 

.32 

Third 

21% 

23% 

.32 

Fourth 

25 % 

22% 

.32 

Year 

621% 

$20% 

$1.25 

1977 

First 

$ 29 % 

$23% 

$  .28 

Second 

25% 

21% 

.29 

Third 

21% 

23% 

.29 

Fourth 

27% 

23% 

.29 

Year 

$29% 

$21% 

$1.15 
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The  Company  had  several  issuances  of  out¬ 
standing  preferred  stock  at  February  3, 1979: 


Cumulative  Preferred  Stock 


Preference 
Description  Stock 

$3.75 

(1945) 

$3.40 

$3.75 

(1947) 

394% 

(1959) 

Authorized 

shares 

Shares  out¬ 
standing 

73,273 

71,598 

23,919 

51,323 

9,124 

17,747 

9,878 

9,878 

Par  value 

No  Par 

No  Par 

No  Par 

No  Par 

$100 

Redemption 

price 

$50 

$103.50 

$103.50 

$100 

$103 

Annual  sinking 
fund  requirements  - 

1,500 

1,106 

895 

1,120 

The  cumulative  preferred  stock  is  carried  at 
its  involuntary  liquidation  value  of  $100  per 
share  and  the  $1.80  Preference  Stock  is  carried 
at  an  assigned  value  of  $50  per  share.  The 
Company  has  purchased  and  retired  preferred 
stock  sufficient  to  meet  annual  sinking  fund 
requirements  until  1988  or  later. 

Under  the  Company’s  common  stock  option 
plans,  options  are  granted  at  the  market  price  on 
the  date  of  grant.  The  changes  in  shares  subject 
to  outstanding  options  were  as  follows: 


(shares  in  thousands) 

Shares 

Grant 

Prices 

1978 

Outstanding  at  beginning  of  year 
Granted 

Exercised 

;  Cancelled  or  expired 

1,208.8 

389.0 

(101.6) 

(151.2) 

$14-33 

23-27 

14-25 

14-32 

Outstanding  at  end  of  year 

1,345  0 

14-33 

Exercisable  at  end  of  year 

Shares  available  for  additional  grants 

507.6 

612.0 

14-33 

1977 

Outstanding  at  beginning  of  year 
Granted 

Exercised 

Cancelled  or  expired 

1,232.2 

309.4 

(78.3) 

(254.5) 

$14-35 

22-29 

14- 28 

15- 35 

Outstandi  ng  at  end  of  year 

1.208.8 

14-33 

Exercisable  at  end  of  year 

Shares  available  for  additional  grants 

433.5 

1,108.8 

14-33 

In  1978  the  Company's  stockholders  ap¬ 
proved  the  adoption  of  the  1978  Stock  Apprec¬ 
iation  Rights  Plan  which  provides  that  stock 
appreciation  rights  can  be  granted  in  connection 
with  options  granted  under  the  stock  option  plans. 
In  November  1978,  stock  appreciation  rights 
were  granted  on  170,448  stock  options  at  grant 
prices  ranging  from  $14  to  $30.  No  stock 
appreciation  rights  were  exercised  during  1978. 

The  Company  periodically  purchases  treasury 
shares  of  its  common  stock.  As  of  February  3, 
1979,  there  were  820,567  shares  of  treasury 
stock,  ata  cost  of  $1.4  million,  and  at  January  28, 
1978,  there  were  948,215  shares  of  treasury 


stock,  at  a  cost  of  $1.6  million  These  shares 
have  been  deducted  from  outstanding  common 
stock  at  the  end  of  each  year. 

Contingent  Liabilities 

There  are  lawsuits  pending  against  the  Company 
and  other  retailers,  some  of  which  purport  to  be 
brought  as  class  actions,  which  attack  under 
federal  and  state  laws  the  legality  of  certain  credit 
and  billing  practices.  A  judgement  against  the 
Company  by  a  trial  court  in  Illinois  in  one  such 
lawsuit  was  upheld  by  an  intermediate  appellate 
court  in  Illinois  in  July  1978.  The  Company  has 
appealed  the  judgement  to  the  Illinois  Supreme 
Court  and  the  appeal  has  been  accepted  for 
argument.  The  ultimateconsequencestothe  Com¬ 
pany  of  these  actions  are  not  presently  deter¬ 
minable;  however,  the  Company  does  not  antic¬ 
ipate  that  the  ultimate  disposition  of  these  law¬ 
suits  will  have  a  materially  adverse  effect  on  the 
business  or  the  financial  statements  of  the 
Company. 

Replacement  Cost  Data  (unaudited) 

In  accordance  with  the  requirements  of  the 
Securities  and  Exchange  Commission,  the  Com¬ 
pany  has  prepared  estimates  of  replacement  cost 
data  for  merchandise  inventories  and  productive 
capacity  (property  and  equipment)  for  fiscal 
1978  and  1977.  This  data  is  presented  in  the 
Form  10-K  Annual  Report  to  the  Securities  and 
Exchange  Commission  and  is  intended  to  give 
recognition  to  the  effects  of  inflation  on  the  re¬ 
placement  cost  of  assets  and  on  the  related  cost 
of  sales  and  depreciation. 

The  replacement  cost  of  productive  capacity 
and  the  resulting  depreciation  expense  would  be 
in  excess  of  the  amounts  based  on  actual  his¬ 
torical  costs.  It  should  be  noted,  however,  that 
the  greatest  portion  of  capital  expenditures  by 
the  Company  is  for  stores  in  new  locations  and 
for  the  refurbishing  of  those  in  existing  locations 
rather  than  for  the  replacement  of  existing  prop¬ 
erty  and  equipment.  If  and  when  present  facilities 
are  replaced,  the  additional  depreciation  expense 
resulting  from  replacement  might  be  materially 
reduced  by  reduction  in  repair,  maintenance, 
utility  and  other  operati ng  expenses  due  to  such 
replacement. 

Historical  cost  of  sales  for  1978  and  1977 
were  computed  using  the  UFO  inventory  method 
which  approximates  replacement  cost  for  cost 
of  sales. 
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Summary  of  Significant  Accounting 
Policies 


Fiscal  Year 

The  Company’s  fiscal  year  ends  on  the  Saturday 
closest  to  January  31.  Fiscal  year  1978  ended  on 
February  3,  1979  and  included  53  weeks.  Fiscal 
year  1977  ended  on  January  28,  1978  and  in¬ 
cluded  52  weeks. 

Basis  of  Reporting 

The  consolidated  financial  statements  include 
the  accounts  of  the  Company  and  all  wholly- 
owned  subsidiaries.  All  significant  intercompany 
transactions  and  accounts  have  been  eliminated 
in  consolidation. 

The  investment  in  Consumers  Distributing 
Company  Limited  is  accounted  for  under  the 
equity  method,  which  reflects  cost  plus  equity 
in  undistributed  earnings  since  acquisition.  The 
excess  of  the  carrying  value  of  this  investment 
over  the  underlying  equity  in  the  net  assets  is 
being  amortized  over  40  years. 

Sales  and  Accounts  Receivable 

Sales  include  merchandise,  services,  finance 
charge  revenue  from  customer  accounts  receiv¬ 
able  and  sales  of  licensed  departments.  Sales  are 
net  of  returns  and  exclude  sales  tax. 

In  accordance  with  trade  practice,  install¬ 
ments  maturing  in  more  than  one  year  on 
deferred  payment  accounts  receivable  have  been 
included  in  current  assets. 

Inventories 

Merchandise  inventories  are  primarilydeter- 
mined  by  use  of  the  retail  inventory  method  and 
are  stated  on  the  LIFO  (last-in,  first-out)  cost 
basis,  which  is  lower  than  market. 

Depreciation  and  Amortization 

Property  and  equipment  are  depreciated  on  a 
straight-line  basis  over  their  estimated  useful 
lives.  Properties  included  in  the  financial  state¬ 
ments  undercapital  leasesareamortizedoverthe 
related  lease  term. 


Income  Taxes  and  Investment  Tax  Credit 

The  Company  provides  income  taxes  currently 
for  all  items  included  in  the  statement  of  earnings 
regardless  of  when  such  taxes  are  payable.  De¬ 
ferred  taxes  arise  from  the  recognition  of  revenue 
and  expense  in  different  periods  for  tax  and 
financial  statement  purposes. 

Investment  tax  credits  are  deferred  and  amor¬ 
tized  over  the  depreciable  lives  of  the  related 
property. 

Preopening  Expenses 

Costs  associated  with  the  opening  of  new  stores 
are  expensed  during  the  year  incurred. 

Excess  of  Cost  of  Investment  in  Division  Over 
Book  Value  of  Assets  at  Date  of  Acquisition 

The  excess  of  purchase  price  over  the  net  book 
value  of  this  investment  is  not  being  amortized 
as  in  management’s  opinion  there  has  been  no 
diminution  in  value. 

Interest  Expense 

Interest  costs  are  expensed  as  incurred  and  are 
not  capitalized  as  cost  of  construction. 
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Management  s  Responsibility  and 
Auditors’ Renort 


A 


Report  of  Management 

Basic  responsibility  for  the  integrity  and  object¬ 
ivity  of  the  financial  information  presented  in  this 
Annual  Report  rests  with  management  of  The  May 
Department  Stores  Company.  The  financial  state¬ 
ments  in  this  report  have  been  prepared  in 
conformity  with  generally  accepted  accounting 
principles.  Where  necessary  and  appropriate,  cer¬ 
tain  estimates  and  judgements  have  been  applied, 
based  on  currently  available  information  and 
management's  view  of  current  conditions  and 
circumstances.  Management  uses  the  services  of 
specialists  within  and  outside  the  Company  in 
making  such  estimates  and  judgements. 

;  Management  maintains  a  system  of  account¬ 
ing  and  controls,  including  an  internal  audit  - 
program,  to  provide  reasonable  assurance  that 
assets  are  safeguarded  against  loss  from  un¬ 
authorized  use  or  disposition  and  that  account¬ 
ing  records  provide  a  reliable  basis  for  the 
preparation  of  financial  statements.  The  system 
of  controls  includes  the  careful  selection  of 
people,  a  division  of  responsibilities  and  the 
application  of  formal  policies  and  procedures 
that  are  consistent  with  high  standards  of  ac¬ 
counting  and  administrative  practices.  An 
important  element  of  the  system  is  a  continuing 
and  extensive  internal  audit  program. 

Management  continually  reviews,  modifies 
and  improves  its  systems  of  accounting  and  con¬ 
trols  in  response  to  changes  in  business  con¬ 
ditions  and  operations  and  to  recommendations 
in  the  reports  prepared  by  the  independent  public 
accountants  and  the  internal  auditors.  Manage¬ 
ment  believes  that  the  accounting  and  control 
systems  provide  reasonable assu ranee  thatassets 
are  safeguarded  and  financial  information  is 
reliable. 

Management  believes  that  it  is  essential  for 
the  Company  to  conduct  its  business  affairs  in 
accordance  with  the  highest  ethical  standards 
and  in  conformity  with  the  law. 

Audit  Committee  of  the  Board  of  Directors 

The  Board  of  Directors,  through  the  activities  of 
its  Audit  Committee,  participates  in  the  process 
of  reporti ng f  i na ncial  i nformation.  The  Com mittee 
meets  regularly  with  management,  the  internal 
auditors  and  representatives  of  the  Company’s 
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independent  public  accountants.  In  1978,  the 
Committee  met  three  times  and  reviewed  the 
scope,  timing  and  fees  for  the  annual  audit  and 
the  results  of  audit  examinations  completed  by 
the  internal  auditors  and  independentpublic 
accountants,  including  the  recommendations  to 
improve  internal  controls  and  the  follow-up  re¬ 
ports  prepared  by  management.  Representatives 
of  the  independent  public  accountants  and  the 
internal  auditors  both  have  free  access  tc  the 
Committee  and  the  Board  of  Directors  and  attend 
each  meeting  of  the  Committee. 

The  members  of  the  Audit  Committee  in  1978 
were  Messrs.  Richard  R.  Shinn,  chairman;  J.S. 
Webb;  and  Murray  L.  Weidenbaum.  No  member 
of  the  Audit  Committee  isor  has  beenan  employee 
of  the  Company. 

The  Audit  Committee  reports  the  results  of  its 
activities  to  the  ful  I  Board  of  Directors. 


Auditors’  Report 

Arthur  Andersen  &  Co. 

St.  Louis,  Missouri 

To  the  Board  of  Directors  and  Stockholders  of 
The  May  Department  Stores  Company: 

We  have  examined  the  consolidated  balance 
sheet  of  The  May  Department  Stores  Company  (a 
New  York  corporation)  and  subsidiaries  as  of 
February  3,  1979  and  January  28,  1978  and  the 
related  consolidated  statements  of  earnings, 
stockholders’  investment  and  changes  in  finan¬ 
cial  position  for  the  fiscal  years  then  ended.  Our 
examinations  were  made  in  accordance  with 
-generally  accepted  auditing  standards  and,  ac¬ 
cordingly,  included  such  tests  of  the  accounting 
records  andsuchotherauditingproceduresaswe 
considered  necessary  in  the  circumstances. 

In  our  opinion,  the  financial  statements 
referred  to  above  present  fairly  the  financial 
position  of  The  May  Department  Stores  Company 
and  subsidiaries  as  of  February  3,  1979  and 
January  28,  1978  and  the  results  of  their  oper¬ 
ations  and  changes  in  their  financial  position  for 
the  fiscal  years  then  ended,  in  conformity  with 
generally  accepted  accounting  principlesapplied 
on  a  consistent  basis. 

March  2 1 , 1979  Arthur  Andersen  &  Co. 
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Consolidated  Statement  of  Earnings 


The  May  Department  Stores  Company  and  Subsidiaries 


(thousands,  except  per  share) 

53  Weeks  Ended 

52  Weeks  Ended 

February  3, 1979 

January  28, 1978 

Net  Retail  Sales 

$2,566,517 

$2,258,175 

Rental  revenues 

16,023 

14,872 

Cost  and  Expenses: 

2,582,540 

2,273,047 

Cost  of  sales  and  other  related  expenses 

2,117,601 

1,855,665 

Advertising  and  sales  promotion 

75,652 

67,328 

Taxes  other  than  income  taxes 

61,437 

56,335 

Depreciation  and  amortization 

59,691 

53,392 

Maintenance  and  repairs 

20,885 

19,453 

Operating  lease  rentals  of  real  property 
Retirement  and  profit  sharing  and  savings 

12,353 

11,351 

plans  contributions 

Interest  and  debt  expense,  less  interest 

12,107 

10,135 

income  of  $5,099  and  $4,699 

39,008 

34,485 

2,398,734 

2,108,144 

Earnings  from  continuing  operations  before 

income  taxes 

183,806 

164,903 

Provision  for  income  taxes 

90,631 

80,672 

Earnings  from  continuing  operations 

93,175 

84,231 

Loss  from  discontinued  operations 

(3,171) 

(268) 

Net  Earnings 

$  90,004 

;  $  83,963 

Earnings  per  common  share: 

Continuing  operations 

$  4.15 

$  3.72 

Discontinued  operations 

(.14) 

(.01) 

Net  Earnings  Per  Common  Share 

$  4.01 

$  3.71 

See  the  Financial  Review  and  Summary  of  Significant  Accounting  Policies. 
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Consolidated  Balance  Sheet 


The  May  Department  Stores  Company  and  Subsidiaries 


(thousands) 

February  3, 1979 

January  28, 1978 

Assets 

Current  Assets: 

Cash,  including  marketable  securities  of 

$89,293  at  January  28, 1978 

$  19,931 

$  104,131 

Accounts  receivable 

579,455 

518,462 

Merchandise  inventories 

326,623 

273,684 

Supplies  and  prepaid  expenses 

16,448 

29,308 

Total  Current  Assets  ^ 

942,457 

925,585 

Property  and  Equipment,  net 

736,265 

630,056 

Investment  in  Property  under  Capital  Leases,  net 

31,801 

33,582 

Other  Assets 

78,231 

50,829 

Total  Assets 

$1,788,754 

$1,640,052 

Liabilities  and  Stockholders’ Investment 

Current  Liabilities: 

Notes  payable  and  current  maturities  of  long-term  debt 

$  34,951 

$  19,911 

Accounts  payable 

215,384 

198,760 

Accrued  expenses 

103,799 

98,380 

Income  taxes 

111,138 

104,045 

Total  Current  Liabilities 

465,272 

421,096 

Long-Term  Debt 

478,347 

447,976 

Capitalized  Lease  Obligations 

40,808 

42,311 

Other  Long-Term  Liabilities 

105,771 

93,743 

Stockholders’ Investment 

698,556 

634,926 

Total  Liabilities  and  Stockholders’  Investment 

$1,788,754 

$1,640,052 

Seethe  Financial  Review  and  Summary  of  Significant  Accounting  Policies. 
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Consolidated  Statement  of  Changes 
in  Financial  Position 

The  May  Department  Stores  Company  and  Subsidiaries 

(thousands)  "  53  Weeks  Ended 

52  Weeks  Ended 

February  3, 1979 

January  28, 1978 

Source  of  Working  Capital: 

Net  earnings  from  continuing  operations 

$  93,175 

$  84,231 

Depreciation  and  amortization 

59,691 

53,392 

Deferred:  income  taxes  (noncurrent),  employee  benefits 

and  investment  tax  credit 

14,173 

13,413 

Income  of  affiliated  partnerships  and  equity  in 

undistributed  earnings  of  Consumers  Distributing  Co.Ltd. 

(4,401) 

(2,026) 

Working  capital  from  discontinued  operations 

(2,496) 

656 

Working  capital  provided  from  operations 

160,142 

:  149,666 

Issuance  of  long-term  debt 

45,000 

55,000 

Common  stock  issued  from  treasury 

7,015 

4,597 

Distributions  from  (advances  to)  affiliated  partnerships 

(4,553) 

15,538 

Sale  of  property  and  equipment  of  Consumers 

6,316 

— 

Disposition  of  property  and  equipment 

2,011 

2,873 

Other 

(6,087) 

8,265 

209,844 

235,939 

Use  of  Working  Capital: 

Property  and  equipment  additions 

166,130 

95,832 

Dividends 

28,337 

26,014 

Investment  in  Consumers  Distributing  Co.  Ltd. 

23,000 

— 

Current  maturities  of  long-term  debt 

14,629 

19,180 

Repurchase  of  common  and  preferred  stock 

5,052 

6,431 

237,148 

147,457 

Increase  (decrease)  in  working  capital 

$(27,304) 

$  88,482 

Increase  (Decrease)  in  Components  of  Working  Capital: 

Current  Assets: 

Cash  and  marketable  securities 

$(84,200) 

$  63,881 

Accounts  receivable 

60,993 

47,321 

Merchandise  inventories 

52,939 

25,135 

Supplies  and  prepaid  expenses 

(12,860) 

294 

,  16,872 

136,631 

Current  Liabilities: 

■  ' 

Notes  payable  and  current  maturities  of  long-term  debt 

(15,040) 

(7,277) 

Accounts  payable 

(16,624) 

(26,939) 

Accrued  expenses 

(5,419) 

(19,967) 

Income  taxes 

(7,093) 

6,034 

(44,176) 

(48,149) 

Increase  (decrease)  in  working  capital 

$(27,304) 

$  88,482 

Seethe  Financial  Review  and  Summary  of  Significant  Accounting  Policies. 
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Consolidated  Statement  of  Stockholders’ 
Investment 


The  May  Department  Stores  Company  and  Subsidiaries 


(thousands,  except 

Common  Stock 

Additional 

Stock¬ 

number  of  shares) 

Number 

Preferred 

Paid-In. 

Retained 

holders’ 

of  Shares 

Dollars 

Stock 

Capital 

Earnings 

Investment 

Balance  at 

January  29, 1977 

22,302,368 

$37,171 

$9,685 

$27,659 

$504,296 

$578,811 

Net  earnings 

Dividends  paid: 

1 - 

- 

- 

~ 

83,963 

83,963 

Common  stock 

($1.15pershare) 

_ 

_ 

;  _ 

■  _  : 

(25,659) 

(25,659) 

Preferred  stock 
Common  stock  issued 
from  treasury  for: 

(355) 

(355) 

Exercise  of  stock 

options 
Contribution  to 

78,311 

131 

1,369 

1,500 

Profit  Sharing 
and  Savings  Plan 

111,008 

185 

2,912 

3,097 

Purchase  of  common 

stock  for  treasury 

(249,400) 

(416) 

— 

(6,015) 

— 

(6,431) 

Balance  at 

January  28, 1978 

22,242,287 

37,071 

9,685 

25,925 

562,245 

634,926 

Net  earnings 

Dividends  paid: 

~ 

- 

90,004 

90,004 

Common  stock 

($1.25  per  share) 

_ 

■  — 

\  — 

(27,983) 

(27,983) 

Preferred  stock 
Common  stock  issued 
from  treasury  for: 

(354) 

(354) 

Exercise  of  stock 

options 

Contribution  to 

107,587 

179 

- 

1,855 

— 

2,034 

Profit  Sharing 
and  Savings  Plan 

224,761 

374 

4,607 

4,981 

Purchase  of  common 
stock  for  treasury 
Retirement  of 

(204,700) 

(341) 

- 

(4,697) 

— 

(5,038) 

preferred  stock 

— 

— 

(38) 

24 

:  — 

(14) 

Balance  at 

February  3, 1979 

22,369,935 

$37,283 

$9,647 

$27,714 

$623,912 

$698,556 

Common  Stock  has  a  Par  Value  of  $1.66?$  per  share  and  30  million  shares  are  authorized. 
See  the  Financial  Review  and  Summary  of  Significant  Accounting  Policies. 
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Ten  Year  Financial  Summary 


The  May  Department  Stores  Company  and  Subsidiaries 

1978  1977  1976 


(dollars  in  millions,  except  per  share) 

Operations- 

Net  retail  sales  and  rental  revenues 
Earnings  from  continuing  operations  before 
income  taxes 

Percent  of  sales  and  revenues 
Net  earnings  from  continuing  operations 
Percent  of  sales  and  revenues 
Net  earnings  (loss)  of  disconti  nued  operations 
Net  earnings 

Capital  expenditures 
Depreciation  and  amortization 
lnterestanddebtexpense.net 
Dividends  on  common  stock 

Per  Common  Share- 

Net  earnings  from  continuing  operations 
Net  earnings  (loss)  of  disconti  nued  operations 
Net  earnings 
Dividends 

Common  stockholders’  investment(bookvalue) 
Return  on  common  stockholders’ 
beginning  investment 

Financial  position- 

Accounts  receivable 
Merchandise  inventories 
Working  capital 
Property  and  equipment,  net 
Long-term  debt-real  estate  andfinancesubsidiaries 
-parent  company 

Capitalized  lease  obligations,  long-term 
Com  mon  stockho  Iders’  i  nvestment  (book  val  ue) 

Store  Facilities— 

Number  of  stores-department  and  Venture  stores 
Number  of  square  feet  of  store  space  in  millions 


$2,582.5 

$2,273.0 

$2,099.1 

183.8 

164.9 

137.0 

7.1% 

7.3% 

6.5% 

93.2 

84.2 

68.7 

3.6% 

3.7% 

3.3% 

(3.2) 

(.3) 

.5 

9°.0 

83.9 

69.2 

166.1 

95.8 

89.7 

59.7 

53.4 

46.7 

39.0 

34.5 

32.1 

28.0 

25.7 

24.8 

$4.15 

$3.72 

$3.03 

(.14) 

(.01) 

,02 

4.01 

3.71 

3.05 

1.25 

1.15 

1.10% 

30.80 

28.10 

25.51 

14.3% 

14.5% 

12.9% 

$579.5 

$  518.5 

$  471.1 

326.6 

273.7 

248.5 

477.2 

504.5 

416.0 

736.3 

630.1 

591.1 

310.8 

296.8 

301.4 

167.5 

151.2 

110.8 

40.8 

42.3 

41.4 

688.9 

625.1 

569.0 

166 

145 

137 

33.3 

30.9 

29.9 

The  above  amounts  have  been  reclassified  to  state  separately  the  operations  of  the 
Consumers  Distributing  catalog  showroom  division  as  a  discontinued  operation. 
All  years  are  52-week  fiscal  years,  except  1978  and  1972  which  included  53  weeks. 
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1975 

1974 

1973 

1972 

1971 

1970 

1969 

$1,946.2 

$1,699.1 

$1,556.6 

$1,470.3 

$1,326.1 

$1,204.2 

$1,171.2 

134.0 

94.9 

101.6 

97.4 

87.0 

63.9 

61.5 

6.9% 

5.6% 

6.5% 

6.6% 

6.6% 

5.3% 

5.3% 

66.4 

47.4 

49.8 

47.7 

41.8 

31.7 

28.8 

3.4% 

2.8% 

3.2% 

3.2% 

3.2% 

2.6% 

2.5% 

.1 

(.8) 

(1.8) 

_ 

— 

_ 

_ 

66.5 

46.6 

48.0 

47.7 

41.8 

31L.7 

28.8 

85.5 

95.3 

70.8 

56.7 

52.3 

51.9 

60.5 

42.0 

35.3 

31.6 

29.7 

27.8 

26,8 

25.0 

30.0 

26.3 

21.0 

17.8 

16.5 

16.4 

13.9 

23.8 

23.9 

24.1 

24.1 

24.1 

24.1 

24.2 

$2.93 

$2.08 

$2.18 

$2.08 

$1.83 

:  $1.38 

$1.25 

(.03) 

(.08) 

—  ; 

_ 

— 

_ 

2.93 

2.05 

2.10 

2.08 

1.83 

1.38 

1.25 

1.06% 

1.06% 

1.06% 

1.06% 

1.06% 

1.06% 

1.06% 

23.60 

21.74 

20.71 

19.65 

18.67 

17.96 

17.64 

13.5% 

9.9% 

10.7% 

11.1% 

10.2% 

7.8% 

7.2% 

$  426.9 

$  406.7 

$  377.2 

$  324.7 

$  293.6 

$  279.8 

$  280.2 

242.3 

193.1 

186.8 

195.5 

186.4 

172.5 

176.3 

372.2 

354.9 

330.5 

326.0 

280.6 

290.5 

255.0 

546.8 

519.9 

463.6 

426.6 

409.3 

386.4 

367.2 

249.5 

237.6 

194.0 

199.9 

;  153.8 

151.9 

99.4 

114.4 

118.0 

123.5 

78.4 

90.7 

101.1 

105.8 

42.8 

35.8 

33.7 

34.8 

32.8 

33.8 

31.7 

527.3 

484.5  ; 

463.8 

444.1 

421.2 

405.0 

398.3 

129 

118 

109 

102 

97 

89 

85 

28.8 

27.8 

26.6 

25.2 

24.5 

23.3 

22.6 
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Five  Year  Summary  of  Earnings  and 
Management’s  Discussion 


The  May  Department  Stores  Company  and  Subsidiaries 

(thousands,  except  per  share)  ~  ~~  1978  ~  1977  1976  1975  1974 

Net  retail  sales  $2,566,517  $2,258,175  $2,085,212  $1,933,134  $1,687,994 

Cost  of  merchandise  sold 

(including  merchandise  alteration, 

occupancy  and  buying  costs)  1,863,085  1,632,467  1,518,293  1,393,145  1,217,682 

Interest  expense,  net  39,008  34,485  ~  32,141  29,992  26,277 

Income  taxes  90,631  80,672  68,281  67,665  47,530 

Earnings  from  continuing  operations 
Earnings  (loss)  from  discontinued  operations 
Net  earnings 

Net  earnings  applicable  to  common  stock 
Dividends  on  common  stock 

Per  common  share— 

Earnings  from  continuing  operations 
Earnings  (loss)  from  discontinued  operations 
Net  earnings 
Dividends 

Average  common  shares  outstanding 

The  above  amounts  have  been  reclassified  to  state  separately  the  operations 
of  the  Consumers  Distributing  catalog  showroom  division  as  a  discontinued  operation. 

All  years  are  52-week  fiscal  years  except  1978  which  includes  53  weeks. 

Management’s  Discussion  and  Analysis  of  The 
Summary  of  Earnings 

In  August  1978,  the  Company  sold  its  Consumers  for-store  basis).  The  increase  in  Venture’s  1978 
Distributing  catalog  showroom  division  sales  is  largely  due  to  sales  from  the  13  converted 

(Consumers).  Consumers  has  been  presented  as  a  Turn*Style  stores  acquired  in  1978  and  the 
discontinued  business  segment  and  all  financial  opening  of  3  other  new  units, 
information  has  been  reclassified  to  state  separ-  Cost  of  merchandise  sold  increased  14.1%  in 
ately  the  operations  of  Consumers.  The  loss  1978  and  7.5%  in  1977  as  compared  to  total  sales 

from  discontinued  operations  in  1978  includes  increases  of  13.7%and  8.3%.  The  results  in  both 

aprovisionof $2.3million(netoftaxes)forlosses  years  reflect  the  continued  improvements  in 

associated  with  this  sale.  department  store  gross  margins  offset  by  general 

Sales  for  1978  increased  13.7%  over  1977,  increases  in  other  operating  expenses.  The  1978 

while  1977 saleswere  8.3%  higherthan  1976.  On  results  also  reflect  the  higher  proportion  of 

a  store-for-store  basis  (excluding  the  contribu-  Venture  sales  to  total  sales  (18%  in  1978  versus 

tion  of  stores  opened  within  the  preceding  12  15%  in  1977)  as  the  Venture  gross  margins  are 

months),  net  retail  sales  increased  6.8% in  1978,  less  than  those  of  department  stores, 
while  1977  was  4.3%  higher  than  1976.  Since  Selling,  general  and  administrative  and  other 
1978  was  a  53-week  year,  sales  for  the  first  52  expenses  remained  relatively  stable  in  relation 

weeks  of  fiscal  1978  provide  a  more  meaningful  to  sales,  being  19.4%  of  net  sales  in  1978, 19.5% 

comparison.  On  a  52-week  basis,  1978  sales  in  1977  and  19.7%  in  1976. 
increased  12.2%.  On  a  52-week  basis,  1978  The  increases  in  net  interest  expense  of 
department  store  sales  increased  8.8%  (5.8%  on  $4.5  million  in  1978  and  $2.3  million  in  1977 
a  store-for-store  basis),  while  Venture  sales  in-  were  principally  due  to  additional  long-term  bor- 
creased  31.6%  (4.1%  on  a  store-for-store  basis).  rowings  in  both  years  for  refunding  and 
Department  store  sales  increased  6.7%  in  1977  expansion  needs. 

over  1976  (4.1%  on  a  store-for-store  basis),  while  The  Financial  Review  section,  which  begins 
Venture  sales  increased  17.8%  (5.8%  on  a  store-  on  page  17,  includes  additional  comments  on 
the  operations  of  the  Company. 
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93,175  84,231  68,725  66,375  47,367 

(3,171)  (268)  484  148  (750) 

$90,004  $83,963  $69,209  $66,523  $46,617 

89,650  83,608  68,853  66,068  46,120 

27,983  25,659  24,776  23,838  23,883 


$4.15  $3.72  $3.03  $2.93  $2.08 

(.14)  (.01)  .02  -  (.03) 

$4.01  $3.71  $3.05  $2.93  $2.05 

$1.25  $1.15  $1.10%  $1.06%  $1.06% 

22,358  22,534  22,589  22,536  22,524 
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Officers  and  Directors 


Directors— Principal  Occupations 
David  E.  Babcock -Chairman  of  the  Board 
John  W.  Boyle— Executive  Vice  President  and 
Chief  Financial  Officer 

Frank  W.  Clark,  Jr. -Executive  Vice  President 
and  General  Counsel 

Joan  Ganz  Cooney- President  of  Children’s 
Television  Workshop 
David  C.  Farrell -President 
Stanley  J.  Goodman— Management.Advisor 
John  W.  Hanley -Chairman,  President  and  Chief 
Executive  Officer,  Monsanto  Company, 
manufacturers  of  chemicals,  plastics,  and 
man-made  fibers 

James  L,  Hayes -President  and  Chief  Executive 
Officer,  American  Management  Associations 


Raymond  1.  Klauer— Vice  Chairman  of  the 
Board 

Henry  A.  Lay— Executive  Vice  President 
Robert  H.  Levi  -  Vice  Chairman  of  the  Board, 
Mercantile-Safe  Deposit  &  Trust  Company, 
Baltimore,  Maryland 

Morton  D.  May -Director  of  the  Corporation 
Wilbur  D.  May- Ranch  Operator 
Richard  R.  Shinn  — President  and  Chief  Executive 
Officer,  Metropolitan  Life  Insurance  Company 
J.S.  Webb  -  Vice  Chairman  of  the  Board,  TRW  Inc. 
Murray  L.  Weidenbaum- Director,  Center  for 
the  Study  of  American  Business,  Washington 
University 


Committees  of  the  Board 

Executive  Committee: 

David  E.  Babcock,  Chairman 

John  W.  Boyle,  Frank  W.  Clark,  Jr.,  David C.  Farrell, 

Raymond  L  Klauer,  Henry  A.  Lay 

Executive  Compensation  and  Management 

Development  Committee:  * 

James  L.  Hayes,  Chairman 

Joan  Ganz  Cooney,  Robert  H.  Levi 


Finance  Committee: 

John  W.  Boyle,  Chairman 
Frank  W.  Clark,  Jr.,  John  W.  Hanley,  Henry  A.  Lay 
Robert  H.  Levi,  Murray  L.  Weidenbaum 
Audit  Committee: 

Richard  R.  Shinn,  Chairman 
J.S.  Webb,  Murray  L.  Weidenbaum 
Nominating  Committee: 

John  W.  Hanley,  Chairman 
David  E.  Babcock,  James  L.  Hayes, 

Richard  R.  Shinn 


Officers 

David  E.  Babcock-Chairman  of  the  Board  and 
Chief  Executive  Officer 

David  C.  Farrell  -  President  and  Chief  Operating 
Officer 

Raymond  L.  Klauer-Vice  Chairman  of  the  Board 
John  W.  Boyle— Executive  Vice  President  and 
Chief  Financial  Officer 

Frank  W.  Clark,  Jr.  -  Executive  Vice  President 
Henry  A.  Lay -Executive  Vice  President 


Appointed  Vice  Presidents 

Stephen  B.  Appel  Louis  J.  Garr,  Jr. 
Carl  A.  Caliguiri  Frank  D.  Gunter 

Gerald  P.  Donini  Samuel  A.  Lynch 


Michael  J.  Babcock-Senior  Vice  President* 
Albert  Halsband— Senior  Vice  President* 

Dale  W.  Hilpert— Senior  Vice  President* 

Lonny  J.  Jay-Senior  Vice  President* 

Herbert  A.  Mack— Senior  Vice  President  and 
Secretary* 

Wilbur  D.  May-Vice  President 

Frank  J.  Reilly -Vice  President  and  Treasurer* 

'Principal  Occupation 


John  G.  Rutenis,  R.  Dean  Wolfe 

John  F.  Strong  Jean  C.  Zehner 

Frank  J.  Williams,  Jr.  Michael  Zoroya 
Douglas  H.  Wilton 
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